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SUBSTI TUTE SENATE BI LL 5673

St ate of WAshi ngt on 590th Legislature 2005 Regul ar Sessi on

By Senate Commttee on Ways & Means (originally sponsored by Senators
Prentice, Zarelli, Shin, Benton and Rasnussen; by request of
Depart ment of Revenue)

READ FI RST TI ME 02/ 18/ 05.

AN ACT Rel ating to the high technol ogy busi ness and occupation tax
credit; amending RCW 82. 04. 4452; addi ng new sections to chapter 82.32
RCW creating new sections; providing an effective date; providing an
expiration date; and declaring an energency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 82.32 RCW
to read as follows:

(1) If the departnent finds that the failure of a taxpayer to file
an annual survey under RCW 82. 04. 4452 by the due date was the result of
ci rcunst ances beyond the control of the taxpayer, the departnent shal
extend the tinme for filing the survey. Such extension shall be for a
period of thirty days fromthe date the departnment issues its witten
notification to the taxpayer that it qualifies for an extension under
this section. The departnent may grant additional extensions as it
deens proper.

(2) I'n making a determ nation whether the failure of a taxpayer to
file an annual survey by the due date was the result of circunstances
beyond the control of the taxpayer, the departnent shall be gui ded by
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rules adopted by the departnment for the waiver or cancellation of
penal ti es when the underpaynent or untinely paynent of any tax was due
to circunstances beyond the control of the taxpayer.

NEW SECTION. Sec. 2. A new section is added to chapter 82.32 RCW
to read as foll ows:

(1) Persons required to file surveys under RCW 82.04.4452 nust
electronically file wwth the departnent all surveys, returns, and any
other forms or information the departnent requires in an electronic
format as provided or approved by the departnent, unless the departnent
grants relief under subsection (2) of this section. As used in this
section, "returns" has the sane neaning as "return” in RCW82.32. 050.

(2) Upon request, the departnment may relieve a person of the
obligations in subsection (1) of this section if the person's taxes
have been reduced a cunul ative total of |ess than one thousand dollars
from all of the credits, exenptions, or preferential business and
occupation tax rates, for which a person is required to file an annual
survey under RCW 82.04.4452, 82.04.4483, 82.04.4484, 82.32.535,
82.32. 545, 82.32.570, 82.32.560, 82.60.070, 82.62.050, or 82.63.020.

(3) Persons who no longer qualify for relief under subsection (2)
of this section will be notified in witing by the departnent and nust
conply with subsection (1) of this section by the date provided in the
noti ce.

(4) Any survey, return, or any other formor information required
to be filed in an electronic format wunder subsection (1) of this
section is not filed until received by the departnent in an electronic
format.

Sec. 3. RCW82.04.4452 and 2004 ¢ 2 s 2 are each anmended to read
as follows:

(1) In conmputing the tax inposed under this chapter, a credit is
al l oned for each person whose research and devel opnment spendi ng during
the year in which the credit is clained exceeds 0.92 percent of the
person's taxable anmount during the sane cal endar year

(2) The credit shall be calculated as follows: (a) Determ ne the
greater of the amount of qualified research and devel opnent
expenditures of a person or eighty percent of anounts received by a
person other than a public educational or research institution in
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conpensation for the conduct of qualified research and devel opnent; (b)
subtract 0.92 percent of the person's taxable anpbunt from the anount
determ ned under (a) of this subsection; (c) multiply the anount
det erm ned under (b) of this subsection by ((

9 AV 50 N

and)) the person's average tax rate for ((every—ether—persoen)) the

cal endar vear for which the credit is clainged. For purposes of

calculating the credit, if a person's reporting period is less than
annual, the person nmay use an estinmated average tax rate for the
calendar year for which the credit is clained by using the person's
average tax rate for each reporting period. A person who uses an
estimated average tax rate nust make an adjustnent to the total credit
clained for the calendar year using the person's actual average tax
rate for the calendar year when the person files its last return for
the calendar year for which the credit is clained.

(3) Any person entitled to the credit provided in subsection (2) of
this section as a result of qualified research and devel opnment
conduct ed under contract may assign all or any portion of the credit to
the person contracting for the performance of the qualified research
and devel opnent .

(4) The credit, including any credit assigned to a person under
subsection (3) of this section, shall be ((taker)) clained against
taxes due for the same calendar year in which the qualified research
and devel opnent expenditures are incurred. The credit, including any
credit assigned to a person under subsection (3) of this section, for
each cal endar year shall not exceed the |lesser of two mllion dollars
or the anpbunt of tax otherw se due under this chapter for the cal endar
year.

(5) For any person ((taking)) claimng the credit, including any
credit assigned to a person under subsection (3) of this section, whose
research and devel opnent spendi ng during the cal endar year in which the
credit is clained fails to exceed 0.92 percent of the person's taxable
anount during the sane cal endar year ((shat—betiableforpayrent—of
the—addit+oenal)) or who is otherwise ineligible, the departnent shall
declare the taxes ((+represented—by—the—armpunt—of)) against which the
credit ((taken—together—wth)) was clained to be imediately due and

payable. The departnent shall assess interest, but not penalties, on
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the taxes against which the credit was clained. Interest shall be
((due)) assessed at the rate provided for delinquent excise taxes under
chapter 82.32 RCW retroactively to the date the credit was ((taken
ttH—the—taxes—are—patd)) clainmed, and shall accrue until the taxes
agai nst which the credit was clained are repaid. Any credit assigned
to a person under subsection (3) of this section that is disallowed as
a result of this section may be ((taken)) clained by the person who
performed the qualified research and devel opnent subject to the
[imtations set forth in subsection (4) of this section.

A)) (a) The | egi sl ature finds t hat accountability and
ef fectiveness are inportant aspects of setting tax policy. |In order to
make policy choices regarding the best use of limted state resources
the |l egislature needs information on how a tax incentive is used.

(b) A person claimng the credit shall ((agreete)) file a conplete

((an)) annual survey with the departnent. ((Fre—arnruval—survey—is—in

Ll I | I I I . 5 : hi
seet+oen—)) The survey is due by March 31st follow ng any year in which

a credit is ((taken)) clained. The departnent may extend the due date
for tinely filing of annual surveys under this section as provided in
section 1 of this act. The survey shall include the anount of the tax
credit ((taken)) clained, the qualified research and devel opnent
expenditures during the calendar year for which the credit is clained,
the taxable anpbunt during the calendar year for which the credit is
clainmed, the nunber of new products or research projects by genera
classification, ((and)) the nunber of trademarks, patents, and
copyrights associated with the research and devel opnent activities for
which a credit was ((taken)) clained, and whether the credit has been
assigned under subsection (3) of this section and who assigned the
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credit. The survey shall also include the following information for
enpl oynent positions in WAshi ngton:

(i) The nunber of total enploynent positions;

(ii) Full-time, part-tinme, and tenporary enploynent positions as a
percent of total enploynent;

(ii1) The nunber of enpl oynent positions according to the follow ng
wage bands: Less than thirty thousand dollars; thirty thousand dollars
or greater, but less than sixty thousand dollars; and sixty thousand
dollars or greater. A wage band containing fewer than three
i ndi vi dual s may be conbi ned w th anot her wage band; and

(iv) The nunber of enploynent positions that have enpl oyer-provi ded
medi cal , dental, and retirenent benefits, by each of the wage bands.

(c) The departnment may request additional information necessary to
measure the results of the tax credit program to be submtted at the
sanme tinme as the survey.

(d) Al information collected under this subsection((—execept—the
arpunt—of—the tax—eredi-t—taken)) is deened taxpayer information under
RCW 82. 32. 330 ( (and—+s—net—diselosable)). ((+nfoermation—onthe anmpunt

: i | . b I i d Lol . :

(e) If a person fails to file a conplete ((t+he)) annual survey
requi red under this subsection with the departnent by the due date or
any extension under section 1 of this act, the person entitled to the
credit provided in subsection (2) of this section is not eligible to
((take)) claimor assign the credit provided in subsection (2) of this
section in the year the person failed to tinely file a conplete ((the))
survey.

((68»)) (7)) The departnent shall use the information from
subsection ((€A)) (6) of this section to prepare sunmary descriptive
statistics by category. No fewer than three taxpayers shall be
included in any category. The departnent shall report these statistics
to the legislature each year by Septenber 1st.

((69)) (8) The departnent shall use the information from
subsection ((A)) (6) of this section to study the tax credit program
aut horized under this section. The departnent shall report to the
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| egi slature by Decenber 1, 2009, and Decenber 1, 2013. The reports
shal | neasure the effect of the programon job creation, the nunber of
jobs created for Washi ngton residents, conpany growth, the introduction
of new products, the diversification of the state's econony, growh in
research and devel opnent investnent, the novenent of firnms or the
consolidation of firnms' operations into the state, and such other
factors as the departnent selects.

((28y)) (9) For the purpose of this section:

(a) "Average tax rate" nmeans a person's total tax liability under

this chapter for the ((+eperting—perioed)) calendar year for which the

credit is clainmed divided by the taxpayer's total taxable ((+reere))
anmount under this chapter for the ((+eperting—period)) calendar year
for which the credit is clained.

(b) "Qualified research and developnent expenditures" neans
oper ati ng expenses, including wages, conpensation of a proprietor or a
partner in a partnership as determned under rules adopted by the
departnent, benefits, supplies, and conputer expenses, directly
incurred in qualified research and devel opnent by a person claimng the
credit provided in this section. The term does not include anmounts
paid to a person other than a public educational or research
institution to conduct qualified research and devel opnent. Nor does
the terminclude capital costs and overhead, such as expenses for | and,
structures, or depreciable property.

(c) "Qualified research and developnent” shall have the sane
meani ng as in RCW82. 63. 010.

(d) "Research and devel opnment spending"” neans qualified research
and devel opnent expenditures plus eighty percent of anobunts paid to a
person other than a public educational or research institution to
conduct qualified research and devel opnent.

(e) "Taxable amount” neans the taxable anpbunt subject to the tax
inposed in this chapter required to be reported on the person's
conbi ned excise tax returns ((durng)) for the cal endar year ((+r)) for
which the credit is clained, |ess any taxable anount for which a credit
is allowed under RCW 82. 04. 440.

((2H)) (10) This section expires January 1, 2015.

NEW SECTION. Sec. 4. (1) A person who owes additional tax as a
result of section 3(9)(a), chapter ..., Laws of 2005 (section 3(9)(a)
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of this act) is liable for interest, but not penalties as provided in
RCW 82.32.090 (1) and (2), if the entire additional tax liability is
paid in full to the department of revenue before January 1, 2006
Interest shall be assessed at the rate provided for delinquent excise
t axes under chapter 82.32 RCW retroactively to the date the credit was
cl ai med, and shall accrue until the additional tax is repaid.

(2) Persons who fail to repay the full anmount of additional tax
owed as a result of section 3(9)(a), chapter ..., Laws of 2005 (section
3(9)(a) of this act) before January 1, 2006, are subject to all
applicable penalties and interest as provided in chapter 82.32 RCWon
the additional tax ow ng after Decenber 31, 2005.

(3) This section expires Decenber 31, 2010.

NEW SECTION. Sec. 5. Section 3 of this act applies retroactively
to June 10, 2004.

NEW SECTION. Sec. 6. Section 1 of this act applies retroactively
to annual surveys required under RCW 82.04.4452 that are due after
Decenber 31, 2004.

NEW SECTION. Sec. 7. Section 2 of this act takes effect January
1, 2006.

NEW SECTION. Sec. 8. Sections 1 and 3 through 5 of this act are
necessary for the imedi ate preservation of the public peace, health,
or safety, or support of the state governnment and its existing public
institutions, and take effect inmmediately.

~-- END ---
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